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Mainland China (China) recently announced a raft of policy support
measures to ease COVID-related curbs, bolster financing and the
property sector. Paula Chan, Senior Portfolio Manager, Asia Fixed

of
- / Income, and Isaac Meng, Portfolio Manager, Asia Fixed Income,
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see opportunities in China credits amid the government’s property

market support. They view the latest measures positively, which

point to China’s economic reopening and eventual recovery of its property sector.

China’s double pivot — A major
shift in China’s COVID and
property sector policies

China recently announced a raft of policy support
measures to ease COVID-related curbs, and bolster
financing support with a focus on the property sector.
Here are the key measures announced:

1. Adjustments to Covid-related restrictions

On 11 November, China announced 20 measures to
fine-tune its zero-COVID policy.! The seven-member
Standing Committee of the Politburo of the Chinese
Communist Party, China’s top decision-making body,
held a meeting to discuss measures aimed at
improving the country’s COVID controls.

Key announcements included:

¢ A shortening of the quarantine requirement for
close contacts and inbound travellers to five
days of quarantine and three days of home
monitoring. This replaces seven days of
guarantine and three days of home monitoring.

e A suspension of the “circuit-breaking”
mechanism for inbound flights.

! Bloomberg, 11 November 2022.
2 China Daily, 15 November 2022.

e Restrictions on the unscientific approach of
conducting two-to-three PCR tests per day.

e Local officials will be held accountable for
unnecessary control measures, such as
suspending face-to-face classes and production,
implementing traffic controls, and introducing
arbitrary lockdowns.

While the default “dynamic COVID-zero policy”
remains essentially unchanged, the Standing
Committee asked the government to fine-tune its
approach to COVID-control policies in a more
“scientific and precise” way.?

2. Financing support for the property sector

On 9 November, the National Association of
Financial Market Institutional Investors (NAFMII),
together with the People’s Bank of China (PBoC),
announced that a RMB250 billion funding facility
(“the second arrow”) would provide support for
private corporate-bond financing.® This includes the
purchase of property-developer bonds in both the
primary and secondary markets. The RMB250 billion
package, which can be increased if required,
equates to roughly one-third of all private developers’
outstanding onshore and offshore bonds maturing in
the next 12 months. In total, property sector bailouts
have added up to about RMB600 billion, which is

3 Global Times, 9 November 2022.
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close to meeting the short-term liquidity needs of the
sector.

On 21 November, the PBoC announced plan to issue
RMB200 billion interest-free relending loans to six
commercial banks through 31 March 2023, in an aim
to help ensure delivery of unfinished property
projects.

Also, on 23 November, the PBoC and China Banking
and Insurance Regulatory Commission (CBIRC)
officially issued a notice with 16 measures that will
support financing for the property sector.* The focus
will be on developer loans to promote stability and
the healthy development of the housing sector. In
contrast to previous piecemeal announcements, the
measures take a more comprehensive and
concerted approach to addressing the financing
needs of developers — the policies include
guaranteed bond issuance, developer loans, trust
loans, mortgages, and acquisition loans.

Regulators also called on financial institutions to
support the extension of maturity dates for developer
and trust loans. For loans due in the next six months,
lenders have been asked to extend the repayment
period by one vyear, while bond issuers and
bondholders have been encouraged to reach
agreements on repayment and loan extensions
before the bonds mature. At the same time, banks
are being encouraged to assume control of any high-
quality developers’ problem projects via acquisition
loans. National and local asset-management
companies have also been asked to collaborate with
developers and banks to accelerate asset disposals.

A more constructive outlook of China’s
property sector

In our opinion, the recently announced zero-COVID
fine-tuning (“20 measures”) and financing programs
for property-sector developers (“16 measures” and
“the second arrow”) support our 2023 base case. We
expect further economic reopening after March,
property sales and investment could bottom and
stronger domestic demand to support GDP growth
throughout 2023.

4 CBIRC, 23 November 2022.

The “20 measures” fine-tuning of China’s zero-
COVID policy is positive as it signals an eventual
economic reopening. While we have observed early
signs that some of these measures have been
implemented in a limited number of cities, the timing
and extent of reopening will depend on COVID case
numbers through the winter months. In the near term,
a rebound in the macro economy will likely be limited
as overall COVID-control policies remain strict.
Meanwhile, we already see a rise in winter cases,
with daily numbers breaching 20,000 for the first time
since May, although most are without symptoms.

LT

We view the announced “16 measures”, “the second
arrow” policies and the RMB200 billion relending
loan plan as positive, easing the onshore debt
refinancing risk of Chinese developers, particularly
among the privately owned enterprises (POES).
However, we note that policymakers are focusing on
safeguarding onshore stakeholders, including
onshore bondholders, homebuyers, and the banking
system. Offshore bondholders will indirectly benefit
from POEs having lower onshore refinancing risk,
including bond and bank lending. Nevertheless,
these measures can help the sector find a bottom
over the next 12 to 18 months. To see a sustained
recovery in China’s real-estate sector, we will closely
monitor the effective implementation of the
announced measures and any recovery in physical
market sales.

Overall, we view the latest policy announcements
positively, as they should pave the way for economic
reopening and an eventual recovery in the property
sector from the second quarter of next year. That
said, near-term market volatility should remain high
as economic activity is expected to stay sub-par for
another few quarters.
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Stay disciplined amid increasing policy
support

Leading up to these policy pivots, the China bond
team closely monitored developments that could
lead to a more constructive tone in China credit. This
included the prospects for “The Reopening Trade”
and “All in Policy Bazooka” to support China’s
economic recovery (refer to our previous Investment
Note — China bonds: a potentially resilient risk
diversifier, 18 October 2022).

While we may not be there yet in terms of an “all in”
effort by the government to boost economic growth,
we view the latest developments as a significant and
favourable shift in policy towards China credit. To
date, investors might have taken advantage of the
market rally to trade and rebalance property
exposure across their portfolios tactically. Looking
ahead to the year's end, we believe remaining
disciplined and maintaining credit beta at around
current levels would be rewarding. However, as we
gain more visibility and conviction around China’s
economic recovery, investors can seek opportunities
to add risk.

We continue to take a disciplined approach to our
property exposure. We see increasing policy support
as constructive for China property and the broader
China credit universe, given the improved prospects
for economic recovery as we enter 2023. Following
the steep declines experienced by property-sector
bonds in 2022, valuations are now attractive for
those developers explicity backstopped by
government funding support. As sentiment towards
the sector continues to improve, we would expect
asymmetric upside potential for the performance of
our China bond strategies over the next few quarters.

Conclusion

In our view, the latest developments indicate a
significant shift in policy direction, which could
potentially be favourable towards China’s credit
market. Despite this, we remain disciplined towards
year-end, until China’s economic recovery shows
more visibility. For actively managed China bond
strategies, we expect to see more upside than
downside potential over the next few quarters.


https://www.manulifefunds.com.hk/en/insights/china-bonds-a-potentially-resilient-risk-diversifier.html
https://www.manulifefunds.com.hk/en/insights/china-bonds-a-potentially-resilient-risk-diversifier.html
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Important Information

A widespread health crisis such as a global pandemic could cause substantial market
volatility, exchange-trading suspensions and closures, and affect portfolio performance.
For example, the novel coronavirus disease (COVID-19) has resulted in significant
disruptions to global business activity. The impact of a health crisis and other epidemics
and pandemics that may arise in the future, could affect the global economy in ways that
cannot necessarily be foreseen at the present time. A health crisis may exacerbate other
pre-existing political, social and economic risks. Any such impact could adversely affect
the portfolio’s performance, resulting in losses to your investment

Investing involves risks, including the potential loss of principal. Financial markets are
volatile and can fluctuate significantly in response to company, industry, political,
regulatory, market, or economic developments. These risks are magnified for
investments made in emerging markets. Currency risk is the risk that fluctuations in
exchange rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability, investment objectives,
financial situation, or particular needs of any specific person. You should consider the
suitability of any type of investment for your circumstances and, if necessary, seek
professional advice.

This material is intended for the exclusive use of recipients in jurisdictions who are
allowed to receive the material under their applicable law. The opinions expressed are
those of the author(s) and are subject to change without notice. Our investment teams
may hold different views and make different investment decisions. These opinions may
not necessarily reflect the views of Manulife Investment Management or its affiliates. The
information and/or analysis contained in this material has been compiled or arrived at
from sources believed to be reliable, but Manulife Investment Management does not
make any representation as to their accuracy, correctness, usefulness, or completeness
and does not accept liability for any loss arising from the use of the information and/or
analysis contained. The information in this material may contain projections or other
forward-looking statements regarding future events, targets, management discipline, or
other expectations, and is only current as of the date indicated. The information in this
document, including statements concerning financial market trends, are based on current
market conditions, which will fluctuate and may be superseded by subsequent market
events or for other reasons. Manulife Investment Management disclaims any
responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their directors,
officers or employees shall assume any liability or responsibility for any direct or indirect
loss or damage or any other consequence of any person acting or not acting in reliance
on the information contained here. All overviews and commentary are intended to be
general in nature and for current interest. While helpful, these overviews are no substitute
for professional tax, investment or legal advice. Clients should seek professional advice
for their particular situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment or legal advice. This
material was prepared solely for informational purposes, does not constitute a
recommendation, professional advice, an offer or an invitation by or on behalf of Manulife
Investment Management to any person to buy or sell any security or adopt any
investment strategy, and is no indication of trading intent in any fund or account managed
by Manulife Investment Management. No investment strategy or risk management
technique can guarantee returns or eliminate risk in any market environment.
Diversification or asset allocation does not guarantee a profit or protect against the risk
of loss in any market. Unless otherwise specified, all data is sourced from Manulife
Investment Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset management segment
of Manulife Financial Corporation. We draw on more than a century of financial
stewardship to partner with clients across our institutional, retail, and retirement
businesses globally. Our specialist approach to money management includes the highly
differentiated strategies of our fixed-income, specialized equity, multi-asset solutions,
and private markets teams—along with access to specialized, unaffiliated asset
managers from around the world through our multimanager model.
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